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KANNALAND MUNICIPALITY 

NOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 30 JUNE 2011 
1.14. PROPERTY, PLANT AND EQUIPMENT (CONTINUE) 


1.14.3 Depreciation and Impairrnent 

Depreciation is calculated on the depreciable amount, using the straight-line method over 
the estimated useful lives of the assets. Depreciation of an asset begins when it is 
available for use, I.e. when it is in the location and condition necessary for it to be 
capable of operating in the manner intended by management. Components of assets that 
are significant in reiation to the wboie asset and that have different useful lives are 
depreciated separately. The estimated useful lives, residual values and depreciation 
rnethod are reviewed at each year end, with the effect of any changes in estimate 
accounted for on a prospective basis. The annual depreciation rates are based on the 
■following estimated useful lives 


Infrastructure 

Years 

Other 

Years 

Roads and Paving 

3-62 

Buildings 

30 

Pedestrian Malls 

30 

Specialist vehicles 

10 

Electricity 

25-50 

Other vehicles 

5 

Water 

15-62 

Office equipment 

3-7 

Sewerage 

15-59 

■ Furniture and fittings 

7-10 

Housing 

30 

Watercraft 

15 

Communitv 


Bins and containers 

Specialised plant and 

5 

Buildings 

30 

Equipment 

10-15 

Recreational Facilities 

20-30 

Other plant and 


Security 

5 

■Equipment 

2-5 

Hells 

20-30 

Landfill sites 

15 

Libraries 

20-30 

Quarries 

25 

Parks and gardens 

15-20 

Emergency equipment 

10 

Other assets 

•15-20 

Computer equipment 

3 

Finance lease assets 

Office equipment 

3 




Other assets 5 


Property, plant and equipment are reviewed at each reporting date for any indication of 
impairment. If any such indication exists, the asset's recoverable amount Is estimated. 
The impairment charged to the Statement of Financial Performance is the excess of the 
carrying value over the recoverable amount. 

An impairment is reversed only to the extent that the asset’s carrying amount does not 
exceed the carrying amount that would have been determined had no impairment been 
recognised, A reversal of an impairment is recognised in the Statement of Financial 
Performance. 
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KANNALAND MUNICIPALITY 

NOTES TO THE FINANCIAL STATEMENTS FOB. THE VEAB ENDED 30 JUNE 2011 


1.14. PROPERTY, PLANT AND EQUIPMENT (CONTINUE) 


1A4A D^-r^cogwilon 

Items of property, plant and equipment are derecognised when the asset is disposed or 
when there are no further economic benefits or service potential expected from the use of 
the asset. The gain or loss arising on the disposai or retirement of an item of property, 
plant and equipment is determined as the difference between the sales proceeds and the 
carrying value and is recognised in the Statement of Financial Performance. 

1,14.5 Land and buildings and Other Assets -- application of deemed cost (Directive 7) 

The Municipality opted to take advantage of. the transitional provisions as contained in 
Directive 7 of the Accounting Standards Board, issued in December 2009. The 
Municipality applied deemed cost where the acquisition cost of an asset could not be 
determined. For Land and Buildings the fair value as determined by a valuator was used 
in order to determine the deemed cost as on 1 July 2008. For Other Assets the 
depreciation cost method was used to establish the deemed cost as on 1 July 2008, 


1.15. INTANGIBLE ASSETS 
1, 15, 1 initial Recognition 

An intangible asset Is an identifiable non-monetary asset Vvithout physical substance. 

An asset meets the identifiabiy criterion in the definition of an intangible asset whan it: 

0 Is separable, i.e. is capable of being separated or divided from the entity and sold, 
transferred, licensed, rented or exchanged, either individually or together with a 
related contract, asset or liability; or ' 

0 arises from contractual rights (including rights arising from binding arrangements) or 
other legal rights (excluding rights granted by statute), regardless of whether those 
rights are transferable or separable from the entity or from other rights and obiigations. 

The Municipality recognises an intangible asset in its Statement of Financial Position only 
when it is probable that the expected future economic benefits or service potential that 
are attributable to the asset wlii flow.to the Municipality and the cost or fair value of the 
asset can be measured reliably. 

•internally generated intangible assets are subject to strict recognition criteria before they 
are capitalised. Research expenditure is never capitalised, while development 
expenditure is only capitalised to the extent that: 

0 the Municipality intends to complete the intangible asset for use or sale; 

0 It Is technically feasible to complete the intangible asset; 

® the Municipality has the resources to complete the project; and 
0 it Is probable that the municipality will receive future economic benefits or service 
potential. 
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KANNALAND MUNICIPALITY 

NOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 30 JUNE 2011 


1.15. INTANGIBLE ASSETS (CONTINUE) 

Intangible assets are initially recognised at cost. 

Where an ihtangible asset is acquired in exchange for a non-monetary asset or monetary 
assets, or a combination ' of monetary and non-monetary assets, the asset acquired is 
initially measured at fair value (the cost). ' If the acquired item's fair value was not 
determinable, it’s deemed cost is the carrying amount of the assetfs) given up. 

1.15.2 Subsequent Measurement ^ Cost Model 

Intangible assets are subsequently carried at cost (ess accurnulated amortisation and 
impairments. The cost of an Intangible asset is amortised over the useful life where that 
useful life is finite. Where the useful life is indefinite,' the asset is not amortised but is 
subject to an annual impairment test, 

1.15.3 Amortisation and Impairment 

Amortisation is charged so as to write off the cost or valuation of intangible assets over 
their estimated useful lives using the straight line method. Amortisation of an asset 
begins when it is availabie for use, i.e, when it is in the condition necessary for it to be 
capable of operating in the manner intended by management. Components of assets that 
are significant in relation to the whole asset and that have different useful lives are 
amortised separately. The estimated useful lives, residual values and amortisation 
method are reviewed at each year end, with the effect of any changes in estimate 
accounted for on a prospective basis. , The annual amortisation rates are based on the 
following estimated useful lives; 

Intangible Assets Years 

Computer Software 4-12 

Computer Software Licenses 6 • 


1.15.4 De-recognItion 

Intangible assets are derecognised when the asset is disposed or when there are no 
further economic benefits or service potential expected from the use of the asset. The 
gain or loss arising on the disposal or retirement of an intangible asset is determined as 
the difference between the sales proceeds and the carrying value and is recognised in 
the Statement of Financial Performance. 

1.15.5 Application of deemed cost (Directive 7) 

The Municipality opted to fake advantage of the transitional provisions as contained in 
Directive 7 of the Accounting Standards Board, issued In December 2009. The 
Municipality applied deemed cost where the acquisition cost of an asset could not be 
determined. For Intangible Assets the depreciation cost method was used to establish 
the deemed cost as on 1 July 2008. 
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KANNALAND MUNICIPALITY 

NOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 30 JUNE 2011 


1.16. INVESTMENT PROPERTY 

1.16.1 Initial Recognition 

Investment property shall be recognised as an asset when, and only when; 

. it is probable that the future economic benefits or service potential that are 

associated with the investment property will flow to the entity, and 
« the cost or fair value of the Investment' property can be measured reliably. 

Investment property includes property (land or a building, or part of a building, or both 
land and buildings held under a finance lease) held to earn rentals and/or for capital 
appreciation, rather than held to meet service delivery objectives, the production or 
supply of goods or services, or the sale of an asset in the ordinary course of operations. 
Property with a currently undetermined use, is also classified as Investment properly. 

At initial recognition, the Municipality measures investment property at cost including 
transaction costs once it meets the definition of investment property. However, where an 
investment property was acquired through a non-exchange transaction (i.e. where if 
acquired the iirvestment property for no or a nominal value), its cost is its fair value as at 
the date of acquisition. 

Transfers are made to or from investment property only when there is a change in use. 
For a transfer from investment property to owner occupied property, the deemed cost for 
subsequent' accounting is the fair value at the date of change in use. If owner occupied 
property becomes an invesfmeni properly, the Municipality accounts for such property in 
accordance with the policy stated under property, plant and equipment up to the date of 
change in use, The cost of seIPconstructed investment property is the cost at date of 
completion. 

1.16.2 Subsequent Measurement - Cost Model 

Subsequent to Initial recognition, items of investment property are measured at cost less 
accumulated depreciation and impairment losses. Land is not depreciated as it is 
deemed to have an indefinite useful life. 

1.16.3 Depreciation and Impairment 

Depreciation is calculated on the depreciable amount, using the straight-line method over 
the estimated useful lives of the assets. Depreciation of an asset begins when it is 
available for use, i.e. when it Is In the location and condition necessary .for it to be 
capable of operating in the manner Intended by management. Components of assets that 
are significant i.n relation to the whole asset and that have different useful lives are 
depreciated separately. The estimated useful lives, residual values and depreciation 
method are reviewed at each year end, with the effect of any changes in estimate 
accounted for on a prospective basis. ' , 

Investment Property Years 

Buildings 30 
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NOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 30 JUNE 2011 


1.16. INVESTMENT PROPERTY (CONTINUE) 

1.16.4 De-recognifion 

Investment property is derecognised when It is disposed or when there are no further 
economic benefits expected from the use of the investment property. The gain or loss 
arising on the disposal or retirement of an item of investment property is determined as 
(he difference between the sales proceeds and the carrying value and is recognised in 
the Statement of Financial Performance. 

1.16.5 Application of deemed cost - Directive 7 

The Municipality opted to take advantage of the transitional provisions as contained in 
Directive 7 of the Accounting Standards Board, issued in December 2009. The 
Municipality applied deemed cost where the acquisition cost of an asset could not be 
determined. The fair value as determined by a valuator was used in order to determine 
the deemed cost as on 1 July 2008. 

1.17. NON-CURRENT ASSETS HELD FOR SALE 

1.17.1 initial Recognition 

Non-current assets and disposal groups are classified as held for sale if their carrying 
amount will be recovered through a sale transaction rather than through continuing use. 
This condition is regarded as met only when the sale is highly probable and the asset (or 
disposal group) is available for immediate sale in its present condition. Management 
must be committed to the sale, which should be expected to qualify for recognition as a 
completed sale within one year from the' date of classification. 

1.17.2 Subsequent Measurement 

Non-current assets held for sale (or disposal group) are measured at the lower of carrying 
amount and fair value less costs to sell. 

A' non-current asset is not depreciated (or amortised) while it is classified as held for sale, 

or while It is part of a disposal group classified as held for sale. 

Interest and other expenses attributable to the liabilities of a disposal group classified as 
held for safe are recognised In surplus or deficit, 

1.18. IWIPAIRMENT OF NON-FiNANCIAL ASSETS 
1.13.1 Cash-generating assets 

Cash-generating assets are assets held with the primary objective of generating a 
commercial return. ■ 

The Municipality assesses at each reporting date whether there is an indication that an 
asset may be impaired. If any indication exists, or when annual impairment testing for an 
asset is required, the municipality estimates the asset's recoverable amount. 
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NOTES TO THE FINANCIAL STATEMENTS FOE THE YEAR ENDED 30 JUNE 201 1 


1.18. IMPAIRMENT OF NON-FINANCIAL ASSETS (CONTINUE} 


An asset's recoverable amount is the higher of an asset’s or cash-generating unit’s 
(CGU) fair value less costs to sell and its value in use and is determined for an individual 
asset, unless the asset does not generate cash inflows that are largely independent of 
those from other assets or groups of assets. Where the carrying amount of an asset or 
. CGU exceeds its recoverable amount, the asset is considered impaired and is written 
down to its recoverable amount. In assessing value in use, the estimated future cash 
flows are discounted to their present value using a pre-tax discount rate that reflects 
current market assessments of the time value of money and the risks specific to- the 
asset. In determining fair value less costs to sell, an appropriate valuation model is used. 
Impairment losses are recognised in the Statement of Financial Performance in those 
expense categories consistent with the function of the impaired asset. 

An assessment is made at each reporting date as to whether there is any indication that 
previously recognised Impairment losses may no longer exist or may have decreased, if 
such indication exists, the Municipality estimates the. asset’s or cash-generating unit's 
recoverable amount. A previously recognised impairment loss is reversed only if there 
has been a change in the assumptions used to determine the asset's recoverable amount 
since the last impairment loss was recognised. The reversal is limited so that the carrying 
amount of the asset does not exceed its recoverable amount, nor exceed the carrying 
amount that would have been determined, net of depreciation, had no impairment loss 
been recognised for the asset in prior years. Such reversal is recognised in the Statement 
of Financial Performance. 

1.18.2 Non-cash-generating assets 

Non-cash-generating assets are assets other than cash-generating assets. 

The Municipality assesses at each reporting date whether there is an indication that an 
asset may be impaired, If any indication exists, or when annual impairment testing for an 
asset is required, the Municipality estimates the asset's recoverable service amount. 


An asset's recoverable service amount is ths higher of a non-cash-generaling asset’s fair 
value less costs to sell and its value in use. If the recoverable service amount of an asset 
Is less than- its carrying amount, the carrying amount of the asset is reduced to ils 
recoverable service amount. That reduction is an Impairment loss recorded in (he 
Statement of Financial Performance. 

The value In use of a non-cash-generating asset is the present value of the asset's 
remaining service potential. The present value of the remaining service potential of the 
asset is determined using any one of the following approaches; 
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liANNALAND MUNICIPALirV 

NOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 30 JUNE 2011 


1.18. IMPAIRMENT OF NON-FINANCIAL ASSETS (CONTINUE) 


• depreciation replacement cost approach - the present value of the remaining service 
potential of an asset is determined as the depreciated replacement cost of the asset. 
The replacement cost of an asset is the cost to replace, the asset's gross service 
potential. This cost is depreciated to reflect the asset In its used condition. An asset 
may be replaced either through reproduction (replication) of the existing asset or 
through replacement of its gross service potential. The depreciated replacement cost 
is measured as the reproduction or replacement cost of the asset, whichever is lower, 
less accumulated depreciation calculated on the basis of such cost, to reflect the 
already consumed or expired service potential of the asset. 

« restoration cost approach - the cost of . restoring tho service potential of an asset to its 
pre-impaired level. Under this approach, the present value of the remaining service 
potential of the asset is determined by subtracting the estimated restoration cost of 
the asset from the current cost of replacing the remaining service potential of the 
asset before impairment. The latter cost is usually determined as the depreciated 
reproduction or replacement cost of the asset, whichever is lower. 

9 service unit approach - the present value of the remaining service potential of the 
asset is determined by reducing the current cost of the remaining service potential of 
the asset before impairment, to conform to the reduced number of service units 
expected from the asset in its impaired state. As in the restoration cost approach, the 
current cost of replacing the remaining service potential of the asset before 
impairment is usually determined as the depreciated reproduction or replacement 
. cost of the asset before impairment, whichever. is lower. 

Fair value less costs to sell is the amount obtainable from the sale of an asset in an arm’s 
length transaction between knowledgeable, willing parties, less the costs of disposal. 

The Municipality assesses at each reporting date \Arfiether there is any indication that an 
impairment loss recognised in prior periods for an asset may no longer exist or may have 
decreased. If any such indication exists, the Municipality estimates the recoverable 
service amount of that asset. 

An impairment loss recognised in prior periods for an asset is reversed If there has been 
a change in the estimates used to determine the asset’s recoverable service amount 
since the last impairment loss was recognised. If this is the case, the carrying amount of 
the asset is increased to Its recoverable service amount. The increased carrying amount 
of an asset attributable to a reversal of an impairment loss does not exceed the carrying 
amount that would have been determined (net of depreciation or amortisation) had no 
Impairment loss been recognised for the asset In prior periods. Such a reversal of an 
impairment loss Is recognised in the Statement of Financial Performance. 
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